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CGeneral Information Letter. No wthholding or information reporting
required for qualified retirenent plan paynents.

Sept enber 11, 1998

Dear :

This is in response to your letter of Septenber 4, 1998 in which you request that
we conplete your annual survey. Departnent rules require that the Department
issue two types of rulings, private letter rulings and general information
letters. The Department has adopted rules concerning letter rulings and other
information issued by the Departnent (2 I11. Adm. Code 1200). W would be happy
to send you a copy of those rules at your request.

Al t hough you have not requested either type of ruling on behalf of your company,
the nature of your questions and the information you provided necessitates that
we respond in the formof general information letter. General information letters
are designed to provide background information on specific topics. However,
general information letters are not rulings that are binding on the Departnent.

W have reviewed your survey. Your questions and the Departnent's answers are
r epr oduced bel ow.

Reporting on Retirement Plan Payments

Question 1. Reporting on enployer-sponsored retirenment plan paynents can be
descri bed as foll ows:

Response: Illinois does not require reporting on information returns.
Questions 2 through 10 are inapplicable given our response to question #1.

Withholding From Retirement Plan Payments

Question 1. Does your state allow withholding fromretirenent plan paynents?

Response: Wthholding is not required for nost retirenent plans. However, the
payor and the payee may agree to voluntarily have Illinois inconme taxes wthheld
fromretirenent paynents.

An individual's Illinois net incone subject to Illinois income taxation is that
i ndividual's base incone as nodified. Il1linois Income Tax Act [1ITA] Section 202.
An individual's base incone is that individual's federal adjusted gross incomne
subject to certain statutory addition and subtraction nodifications. 11TA Section
203. One of the subtraction nodifications provided is 1ITA Section 203(a)(2)(F)
whi ch states:

An anount equal to all anmounts included in such tota
pursuant to the provisions of Sections 402(a), 402(c),
403(a), 403(b), 406(a), 407(a) and 408 of the Internal
Revenue Code, or included in such total as distributions
under the provisions of any retirement or disability plan
for enployees of any governnmental agency or unit, or
retirenment paynents to retired partners, which paynents are



excluded in conmputing net earnings from self enploynment by
Section 1402 of the Internal Revenue Code and regul ations
adopt ed pursuant thereto.

Ther ef ore, anmpunts of incone which an individual receives as distributions from a
federally tax-qualified plan will not be subject to Illinois income taxation.
Since the anounts escape Illinois incone taxation, the 1ITA i nposes no obligation
on enmployers to withhold tax fromeither contributions or distributions.

Conversely, anmpunts included in an individual's federal adjusted gross incone, as
distributions froma retirenent plan that is not tax-qualified under the Interna

Revenue Code, are subject to Illinois incone taxation. Those anmounts are subject
to Illinois withholding if they are also subject to federal w thholding. T1ITA
Section 701(a). The fornula for conmputing the correct anmount to withhold is set
forth in 1ITA Section 701(a)(2).

86 Ill. Admn. Code Section 100.7070 provides for voluntary wthholding from
ot herwi se exenpt paynments. Copies of Sections 100.7070 and 100.7060, which
contain details on the form voluntary w thholding agreements nust take, are
encl osed

Questions 2 through 9 have been answered by the response to Question 1.

We hope that our answers were sufficiently responsive to your inquiries.

Very truly yours,

Jackson E. Donl ey
Associ ate Counsel - |Incone Tax



